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Many people try to protect themselves from costly car
repairs by purchasing some kind of mechanical breakdown
repair agreement, such as a service contract. This brochure
providesinformationonbuyingagoodautorepairagreement
at a fair price.
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TypesofRepairAgreements

When you buy a repair agreement, a company becomes legally
required to pay for the repairs. The company that has this
obligation is called the “obligor.” “Obligor”is an important
word because there are different kinds of obligors, and some
obligors are better in certain ways than others. It is essential
to know what kind of obligor you are dealing with.

Repair agreements go by many names: auto service contracts,
vehicle service contracts, extended service contracts, extended
warranties, vehicles service agreements, mechanical breakdown
insurance, and others. What a specific company chooses to call
the agreement is not as important as what kind of obligor the
company is, and what the agreement actually says.

There are four main types of repair agreements, each with a
different kind of obligor. The four types are:

« "Vehicle Service Contract Provider” obligor service contracts
- Dealer Obligor Service Contracts

+ Product Warranties

- Mechanical Breakdown Insurance (MBI)

Vehicle Service Contract Provider (VSCP)
Service Contracts

Most service contracts are issued by what are legally known as
“vehicle service contract providers,” or “VSCP’s.” The obligor of
a VSCP service contract is a company that holds a special license
from the California Department of Insurance (CDI) to sell service
contracts in California. AVSCP must meet many requirements in
order to obtain a VSCP license. A VSCP may be under the same
ownership as the manufacturer of the car you buy, or it may be
a completely independent company.
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Only car dealers may legally sell you a VSCP service contract. Some
companieshavebeensellingVSCPservicecontractsoverthelnternet
directlytoconsumers,ratherthanhavingcardealerssellthecontracts
for them. Companies that sell VSCP service contracts over the
Internet are breaking the law, and can be charged with a felony.

Dealer Obligor Service Contracts

A dealer obligor service contract is similar to a VSCP service
contract. The main difference is that when you buy a dealer
obligor service contract, the obligor is the car dealer. Dealer
obligorservice contracts used tobeverycommon. Now, mostcar
dealers sell VSCP service contracts, not dealer service contracts.

Product Warranties

With a product warranty, the obligor is a company that
manufactures products such as lubricants, treatments, fluids
or additives that you (or someone else) pour into your car’s gas
tank, engine, radiator, transmission, et cetera. The maker of
the product promises that if you use its product(s), either once
or repeatedly, it will repair or replace specified parts that break.
Product warranties, which are discussed further in the “Product
Warranties” section of this guide, may not provide as much
protection as a service contract.

Mechanical Breakdown Insurance

When you buy a service contract, you may think you are buying
an insurance policy because insurance policies are very similar

to service contracts, but you are not. What is the difference?
With an insurance policy the obligor is an insurance company.
With a service contract, the obligor is either a dealer or a VSCP.
Afewinsurancecompaniessellwhatiscalled“mechanicalbreakdown
insurance,” or “MBI” MBI is discussed later in the “Where to Buy,
How to Buy, and How Much to Pay” section of this guide.
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Important Terms

All contracts have many provisions orterms. The mostimportant
terms are:

« The Obligor

- The Price

« The Duration

- What Is Covered

- What Is Not Covered

- What You Need to Do If There Is a Claim
« The“Backup” Insurance Company

The Obligor

When you pay several thousand dollars for a car you usually get
to drive away in the car. But when you pay between $1,000 and
$3,000 for a repair agreement to protect against the cost of car
repairs, all you get is a piece of paper — a contract. That piece of
paper is only worth something if the obligor is able and willing
tofixyour carwhenit breaks. Some obligors are generally better
at honoring their contracts than others. Therefore, the most
important aspect of any contract is who the obligor is.

As discussed under“Types of Repair” agreements, there are four
types of obligors: VSCPs, dealers, product warranty companies,
and insurance companies. Between 1970 and 2004 dozens of
service contract companies, car dealers and product warranty
companies wentout of business. In many cases, car owners were
stuck with unpaid repair claims. Licensed insurance companies
that sell mechanical breakdown insurance policies are closely
watched by the CDI, to reduce the chance that the companies
will go bankrupt.

It isimportant to buy a contract from an obligor that will stay in
business as long as you own the contract, so it will be able to pay

Automobile Service Contracts, Extended Warranties and Other Repair Agreements 5



your claims. It is also important that the obligor be willing to
pay your claims, and pay them promptly. The CDI has received
manycomplaintsfrom peoplewhoboughtproductwarrantiesand
service contracts from companies that broke the law. Licensed
VSCPsandinsurance companiesthatsell mechanical breakdown
insurance policies have to follow dozens of rules that require
them to treat people fairly and pay claims promptly. These
same regulations do not apply to product warranty companies.
Unlicensedservicecontactcompaniesareviolatingtheregulations,
and can be charged with a felony.

The Price

The price of a contract covering car repairs depends mainly
on what kind of car you buy, how many miles are on the car’s
odometer when you buy it, the kind of repairs that the contract
covers or does not cover, and the amount of years or miles the
contract covers before it expires.

When car dealers sell service contracts on behalf of a VSCP, the
dealers have to send a certain amount of money to the VSCP for
each contract sold. However, car dealers are allowed by law to
charge you as much as you are willing to pay. Some dealers may
chargecustomersuptotwiceasmuchforservicecontractsasthey
have to send to the service contract company.

MBI policies sold by California licensed insurance companies are
not allowed to make overly inflated profits. This is because the
CDlI limits the amount of profit to what is considered fair and
reasonable. MBI is sold directly by insurance companies, and
throughlicensedinsuranceagentsthatworkindependentlyorfor
banks or credit unions. Car dealers do not sell MBI. Agents who
sell MBI receive a commission. MBI legally may be bought and
sold on the Internet.

You can negotiate the price of a service contract with a dealer,
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justasyou can negotiate the price of a car. One way to effectively
negotiate is to shop for MBI before you go to the dealer to buy
your car. However, if you compare MBI with a service contract,
be careful to not just compare prices, but also to compare
coverages and exclusions.

The Duration

All repair agreements expire after a certain length of time or
number of miles. The duration typically ranges from one year/
twelvethousandmilestotenyears/one-hundredthousandmiles.

What Is Covered

Repairagreementscomewithdifferentlevelsofcoverage.Forexample,
a low-level contract might only cover the engine and transmission.
A medium level contract might cover the engine, transmission,
and othermajor parts such as the suspension, brakes, air conditioner
and steering. The highest level coverage includes every mechanical
partof the car except the partslisted as excluded. Some people only
want to have coverage for the most expensive repairs, like repairs to
the engine or transmission. Other people are willing to pay more
to have coverage on parts that are less expensive to repair, like water
pumps. It is common for service contracts and MBI also to pay for
towing and rental car costs that you incur while your vehicle is being
repaired. (Productwarrantiesmaynotlegallyoffertowingorrentalcar
reimbursement.)

When considering the purchase of a repair agreement, you need
toreadthewholecontractorpolicytolearnwhichpartsarecovered
under the contract language. Some of the parts excluded from

coveragemaybethepartsthatmostcommonlybreak,suchasbelts
and hoses. Any part not listed in the contractis not covered, even
if the dealer tells you otherwise. You should consider calling the
obligor if there is any question about what is covered.
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What Is Not Covered

All repair agreements have a section called“what is not covered”
or “exclusions.” Before you buy a repair agreement, READ THIS

SECTION SLOWLY AND CAREFULLY! You may find that

parts listed as covered may not be covered when the breakdown
occursincertainways. Forexample, repairagreementsoftenwon't
pay for a breakdown caused by:

+ Failuretoservicethecarasrecommendedbythemanufacturer

« Overheating

- Insufficient or improper coolants

- Insufficient or improper lubricants

- Insufficient or improper servicing

+ Alterations to the vehicle

- Towing excessive weight

- Towing without a manufacturer installed or a manufacturer
authorized and dealer installed tow package

- Contamination to any fluid

- Damage of a non-covered part caused by the failure
of a covered part

- Damage to a covered part caused by a non-covered part

- Damagethat existed prior to the effective date of the contract

- Negligence or abuse

Some service contract, product warranty, and MBI companies
have used these exclusions to deny claims without any evidence
that the excluded event actually happened. For example, the
service contract company might improperly deny a claim by
sayingthatanengine broke becausethe ownerfailedtomaintain
proper lubrication. Without tearing down the engine, the
obligor company has no proof that the engine was not properly
maintained and lubricated.

Sometimes an auto part covered under a repair agreement

is damaged due to the breakdown of a non-covered part.
Forexample, many service contracts exclude coverage for hoses.
If an engine is damaged due to a sudden loss of coolant through

8 State of California Department of Insurance



a punctured hose, many repair agreements will not cover the
engine damage because the primary cause of the problem
(a punctured hose in this case) is not covered.

Never continue to drive a car once a dashboard warning light
comes on. Continuing to drive a car with the warning light on is
an example of what is called “continued operations.” Continued
operationswillalmostalwaysresultinarepairclaimbeing denied
becausedrivingyourcarwithoutproperfluid,negligenceorabuse,
and/or overheating are usually excluded.

Also, repair agreements may not cover the following:

- Seals and gaskets (though coverage may be available as
an option at a higher price).

« Adjustments, alignments (except when required in
connection with the repair or replacement of a covered part),
the machining of brake rotors and drums, shop supplies,
and unauthorized diagnostic time.

+ Anyrepairforcorrectingtheenginecompressionorcorrecting
oil consumption. Valve grinding, burnt valves, and/or worn
rings are not covered.

« Mechanicalbreakdownscoveredbyamanufacturer'swarranty,
manufacturer's recall, or factory bulletins.

+ Vehicles used to transport people or haul goods for profit,
unlesscommercialusecoveragehasbeenselectedand paidfor.
“Wear and Tear” vs. “Mechanical Breakdown”
Some service contracts exclude repairs needed due to“wearand
tear” However, alarge number of car repairs are needed because

a part wears out from a long period of use or improper
maintenance, not because it was poorly built.
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Somepeoplebelievethatifapartwaspoorlymanufactured,itwill
break within the first few years. Most automaker’s regular new
carwarranties, thetype of warrantiesthatare giventoyouforfree
when you buy a new car, last at least three years or 36,000 miles,
andsometimeslonger. Anybreakdown coveredbyanautomaker’s
regularnew carwarrantywillnotbe coveredbyaservicecontract.

The more miles on a car when a repair becomes necessary,
the more likely it is that the repair will be needed because a
part wore out, rather than because the part broke due to poor
manufacturing. Again, someservice contracts do not cover parts
that wear out.

Mostservicecontractsand policiesdefine’mechanicalbreakdown”
as a defect in parts and workmanship as supplied by the
manufacturer, or a defect that makes the part unable to perform
the function for which it was designed. Service contracts that
excludewearandtearwillnotcoverrepairsneededbecauseapart’s
performance has gradually deteriorated because of normal wear
and tear, unless a mechanical breakdown has occurred.

Beforebuyingaservicecontract,youshouldcarefullyreviewwhat
iscoveredandnotcoveredtoseewhetherwearandtearclaimsare
excluded from coverage. If they are, you might want to consider
buying a service contract that does not exclude wear and tear
claims. That way, if it is not clear whether a repair is needed due
toamanufacturing defectorsimplewearandtear, itis morelikely
that the service contract company will pay for the repair. Itis a
mistaketoassumethatarepairagreementwill cover every repair
your car may need.

Routine Maintenance Required

When a covered part breaks down and you cannot prove that

the carhasbeen properly maintained, arepairagreementwillnot
pay for the repair. Service contract companies may even deny
your claim if the lack of maintenance has nothing to do with
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the part that broke. Therefore, you must perform all routine
maintenancethatisspecifiedintherepairagreementandowner’s
manualandmustkeep proofthattheworkwascompleted. Before
youperformyourownmaintenance,checkyourrepairagreement
to see if it is allowed. If you perform the maintenance yourself,
keep the receipts for the auto products you purchased and a
record of the maintenance that you performed. A list of auto
maintenanceproductscouldincludesuchitemsasoil,filters,spark
plugs, brake pads, belts, tires, and hardware. When you record
yourownmaintenance,createalogthatindicatesthedate,current
mileage, and the type of service performed.

Part of owning a car is making sure that the maintenance service
is done on a regular basis. Major damage to the engine can
result from overheating due to lack of coolant or oil. Since repair
agreements will not cover engine damage due to lack of routine
maintenance or overheating, you should regularly check your
engineforproperoilandcoolantlevelsinordertoprotectyourself
and ensure the long use of your auto. Also, any possible source
ofleakagefromwornradiators,hoses,andsealsshouldberepaired
or replaced on a regular basis.
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What You Need to Do If There Is a Claim

Repair contracts always provide instructions on what to do if
repairs are needed. Read these instructions carefully as soon as
you buy the contract, and read them again when you determine
that your car needs a repair. An obligor may deny a claim for
repair or repair reimbursementif you do notfollow the contract’s
instructions exactly.

One importantinstruction is to report the damage immediately
to the claim administrator named on the contract. A toll-

free phone number is provided for this purpose. The claim
administrator often will be the obligor. However, some obligors
hireseparateclaimadministratorstoadjustclaimsontheirbehalf.

The claim administrator will almost always send an inspector
to look at the car if the problem will be costly to repair. For
these costly repairs, you will need to approve a “tear down.”

A tear down is a partial disassembly of the area of the car with
the problem, sotheinspectorcanlookmore closely to determine
what the exact problem is, and what might have caused the
problem. If, after the inspection, the obligor refuses to pay for
the repair because the obligor thinks the repairis not covered by
therepairagreement, then you will have to pay for the tear down
and the repair yourself. However, you can try to get the obligor
to reconsider its decision not to pay you. This is discussed later
under the section entitled “What Should | Do If My Claim

Is Denied?”

If the claim administrator says the breakdown is covered by
the repair agreement, it will provide the repair facility with

an authorization number. This authorization is an oral promise
that the obligor will pay for the particular repair. You and the
repair facility should both write down and keep this number,
along with the name of the person giving the approval, what
repairs were approved, and the date and time of the approval.
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The “Backup” Insurance Company

As discussed earlier, VSCP service contracts are not insurance
policies. However, because so many service contract companies
went out of business without paying claims between 1970 and
1995, California law requires that a California licensed insurance
company guarantee both VSCP and dealer obligor service
contracts. This guarantee means that if a VSCP or dealer fails to
pay any claim, either because the obligor is out of business or
simply does not think the claim is covered by the contract, then
you can seek to have the insurance company pay the claim.
The law requires that the name and address of the insurance
company be printed on the contract. Look for the name and
address on the contract, and do not buy any service contract
that does not have the insurance company’s name and address
printed on it. A service contract without the name of a backup
insurance company is illegal.

Special organizations, called rating organizations, grade
insurance companies on their financial strength. Some people
prefer to deal only with the strongest insurance companies, for
example those

with an “A” grade or rating. These people might not buy a
service contract if the “backup” insurer does not have an “A”
rating. A list of rating organizations can be found at http://
www.insurance.ca.gov. You can check the Web sites of rating
organizations to see what the rating is of an insurance company
that guarantees a service contract you are thinking of buying.

If a service contract includes the name of a backup insurance
company, that usually means that the insurance company will
evaluate your claim if the VSCP doesn’t because the service
company is out of business for some other reason. The backup
insurance company will pay your claim if it is covered and not
excluded. However, some VSCP companies have been known
to print an insurance company name on service contracts
without the approval of that insurance company. When that
happens,
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the insurance company may not have to evaluate your claim.
VSCPs generally must be insured by an insurance company
that is licensed by the CDI. However, there is one exception to
this rule:

a VSCP may be insured by a special kind of insurance
company called a “risk retention group.” This type of insurance
company should always have the words “risk retention
group”in its name. Because many laws that apply to licensed
insurance companies

and protect consumers do not apply to risk retention groups,
some people recommend that you buy a service contract only
from a VSCP that is insured by an insurance company licensed
by the CDI. To find out whether an insurance company is
licensed by the CDI, call our toll-free phone number listed in
the “Talk to Us” section of this brochure or check on the
Internet at http://www.insurance.ca.gov.
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Where to Buy, How to Buy,
and How Much to Pay

Where you buy a repair agreement and how much you pay for
it depends on whether the obligor is a VSCP, a dealer, or an
insurance company.

Service Contracts

Service contracts, whether the obligor is a VSCP or a dealer, may
only be legally sold by a car dealer. Do not buy a service contract
on the Internet. A company selling service contracts over the
Internet is violating California law, and some may not be in
business long enough to pay a claim if you need a repair.

Some cardealers occasionally charge much morethantheyneed
to for service contracts in order to make a large profit. For that
reason, some people prefer not to buy a service contract, but
instead to buy a mechanical breakdown insurance policy.

The CDI limits the profit on MBI to what is fair and reasonable.

Obtain and Read a Copy of the Actual Service Contract

Before You Buy!

Sometimes, high-pressure sales techniques may be employed to
convince you to buy a service contract. Do not allow the dealer
to rush you into buying a service contract. There are a few steps
you should take to ensure you are buying a service contract that
complieswiththelawandgivesyouthetypeof coverageyouwant.

1. Get a copy of the actual contract and take as much time as
you need to read it before you buy. You will pay hundreds
or thousands of dollars for a service contract. All you get
in exchange is a piece of paper. You need to know what
the paper says, and you can not necessarily rely on what the
dealer tells you it says or what a service contract company
brochure indicates.
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2. If you decide to buy the contract, do so only if you can take
the actual contract (including your name, car information,
duration, type of coverage, optional coverages, and
especially the name and address of the backup insurer on
the contract) with you when you leave the dealership.

3. After you get home with your new service contract, read it
again, paying special attention to the exclusions. If you decide
you don't want the service contract after all, you can cancel
within 30 or 60 days and get a full or partial refund. (See the
“Can | Cancel an Automobile Service Contract?” section of
this guide.)

Mechanical Breakdown Insurance (MBI)

Consumers may get the most for their money with a mechanical
breakdown insurance policy, especially one purchased directly
from the insurance company. The price of MBI policies is
regulated by the CDI to make sure it is not excessive.

MBI policies are sold by some banks and credit unions, insurance
agents, and directly by insurance companies. One way to buy
MBI is over the Internet. Unlike with service contracts, it is
legal to sell MBI over the Internet. If you choose to obtain
mechanical breakdown insurance over the Internet, make sure
to do the following:

+ Check to see if the insurance company is licensed by the CDI.
To do this, visit our Web site at http://www.insurance.ca.gov
or contact us by phone at (800) 927-4357.

« If you buy an MBI policy from the Web site of someone other
than the insurance company itself, i.e. an agent, make sure
the agent is also licensed by the CDI. To do this, go to the
followingWebsite: http://www.insurance.ca.govorcontactus
by phone at (800) 927-4357.
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What About New Car
Warranties?

Many new car repairs are covered by the warranty that comes
automatically when you purchase a new car. These warranties
are included in the price of your new car. New car warranties
vary in the length of coverage and also in the parts that they
cover. Most regular new car warranties cover the major parts
of your car for at least one year. If one of the covered parts
breaks down during the term of the regular warranty, the
warranty (not a repair agreement you paid extra for) will pay
for the repair. The regular warranty

is primary (pays first) over a repair agreement.

Seriously defective new cars thatin the first 18 months or 18,000
miles undergo four or more repairs to correct the same problem,
orarein the shop for more than 30 days for any number of repair
problems, may be covered under California Civil Code Section
1793.22. Often referred to as the “Lemon Law,” this code section
explains the rights of consumers who have purchased a new car
that they believe to be alemon. The Lemon Law does not apply
to used cars. Contact the California Department of Consumer
Affairsand/orthe New MotorVehicle Board for moreinformation
on the Lemon Law by using the information found in the
“Resources” section of this guide.
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What Should | Do If My
Claim Is Denied?

If you have a claim, the claim administrator may tell you, or may
tell the repair facility where your car is waiting to be fixed, that the
breakdownis not covered by yourrepairagreement. If that happens,
there are several steps you can take to try and get the repair paid.

1. Getas muchinformation as you can from the claim administrator
about why he/she is denying your claim. Ask which specific
provisionsoftherepairagreementthe claimadministratorisusing
to deny the claim. Ask what the claim administrator’s evidence is
thatthose provisionsapply toyourrepair. Forexample, ifthe claim
administratorsayshe/shewillnotpaytorepairyourengine,andthe
engineiscoveredbytherepairagreement,askwhichexclusionsare
being used to deny the claim. If the claim administrator says the
agreementdoesnotcoveroverheating,andthecaroverheated,ask
whatevidencetheadministratorhasthatthecaroverheated. Make
detailed notes of what the claim administrator tells you, and try
to get the reasons for a claim denial in writing from the claim
administrator. If the vehicle has been inspected, obtain a copy
of the report.

2. Get as much information as you can from the mechanic or
service writer at the repair facility. Does the mechanic/service
writer agree with the claim administrator? If not, why not?
Forexample,doesthemechanicthinkthereisevidencethatthe
caroverheated,orevidencethatthecardidnotoverheat? What
is that evidence? Make detailed notes, or better yet, try to get
themechanic/servicewritertoputhis/herevaluationinwriting.

3. Ifthemechanic/service writer disagrees with the claim denial, talk

totheclaimadministratorand explain what the mechanic/service
writer told you, or, if possible, have the mechanic/service writer
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arrange a conference call and explain the problem to the claim
administrator. Again, make notes.

4. If the claim administrator still refuses to pay for the repair
orto pay as much as you believe should be paid, you may have
topayfortherepairyourselfandtrytogetreimbursedfromthe
obligor later. Before having the repair started, make sure the
claim administrator has either inspected your car, or told you
that they do not need to inspect.

5. After the car is repaired (or while it is being repaired if there
is unreasonable delay), write an appeal letter. The letter will
be based on your notes of the conversations you or the
mechanic/service writer had with the claim handler,and your
notes of what the mechanic/service writer told you. If you
have a service contract, your letter should be addressed to
theinsurance company that guaranteesyour service contract.
Ifyou have amechanical breakdowninsurance policy,address
the letter to the insurance company.

In your letter explain why you believe the repair should be
covered,andwhytheexclusionsgivenbytheclaimadministrator
donotapply. Attachtoyourlettercopiesofallrelevantdocuments.
These may include the written estimate or final invoice of the
needed repair work from the repair facility, a letter from the
mechanic/service writer explaining why the claim should be
covered(ifonecanbeobtained),and proofthatyouhaveproperly
maintained your car (if the claim administrator denied the claim
because the car supposedly was not properly maintained).

6. If an insurance company denies your appeal, you may seek
assistance from the CDI. Please see the “Talk to Us” section
for CDI contact information you can use to file a complaint.
Also, if you have a service contract insured by a risk retention
group type ofinsurance company as discussed earlier, contact
the CDI for advice and assistance.

7. You may also wish to seek assistance from an attorney,
and/or may choose to file a lawsuit in small claims court
against the obligor (if your claim is $5,000 or less).
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Why Isn't My Car Ready?

20

It is always frustrating to be without your car while waiting for
autorepairstobeauthorized or completed. Sometimes obligors
or claim administrators take several days to inspect a car to see
if a repair is covered by a repair agreement. When there is no
reasonable explanation for the delay, you may be tempted to
go ahead and have your vehicle repaired without gaining prior
authorization. If you do this, the obligor or claim administrator
may try to deny your claim. Consumers experiencing
unreasonable delays from a service contract company should
contact the insurance company listed on the service contract.
If the issue is still not resolved, contact the CDI for further
assistance. Do the same if you experience delay with a claim
filed under a mechanical breakdown insurance policy. Refer to
the “Talk to Us” section in this guide.

Once you have received authorization for your claim, you may still
experience delays at the repair shop. If your car is being repaired
and it is taking weeks or months to complete the repairs and

you think it is the fault of the repair facility, or you believe the

repairs have been done improperly, you can contact the Bureau
of Automobile Repair. Please see contact information available in
the “Resources” section of this guide. The Bureau of Automobile
Repair is the state agency that licenses and regulates automobile
repairshops,includingthoserepairshopsoperatedbyautodealers.

Remember to read your repair agreement to see what rental car
benefit, if any, is available to you.
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Used Car Service
Contracts

Someused vehiclesyoubuymaynothavebeen properly maintained
by the prior owner(s). Maintenance is very important in preventing
major repairs. A used car you buy may run fine when you buy it,
but the risk of expensive future repairs may be high.

Many used cars need repairs not because they were poorly built,
but simply because parts wear out from long use or lack of proper
maintenance. The more miles on a car when a repair becomes
necessary,themorelikelyitisthattherepairwillbeneededbecause
the part wore out, rather than because the part broke due to
bad manufacturing. As discussed earlier, some service contracts,
especiallyusedcarservicecontracts,donotcoverrepairscaused by
a part simply wearing out; they may only promise to cover parts
thatbreakbecausetheywerenotmanufacturedproperly. However,
while some service contracts exclude wearand tear repairs, others
do not. If you are going to buy a used car service contract, be sure
to buy one that does not exclude repairs that are needed because
of wear and tear. That way, the claim administrator may approve
payment for the repair if it is unclear whether the repair is needed
due to wear and tear or a manufacturing defect.

Generally, the higher the mileage on a used car, the fewer

the number of parts that will be covered, and/or the broader
the exclusions will be. In addition to buying a used car service
contractthatdoesn’texcludewearandtearcoverage,lookforone
that covers seals and gaskets, computers and sensors.

A final reminder, if you are thinking about buying a used car,

have itinspected by a reliable repair facility that is separate from
the cardealerselling the car (unless the dealeris afranchisee of a
manufacturer, and is selling the car “certified” with at least a one
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year service contract free of charge). Buying a service contractis
no substitute foragood,independentinspection before buying.
Also, have the inspection mechanic review the coverages and
exclusions of any used car service contract you are considering
buying,andhavethemechanicexplainwhatiscovered (wearand
tear is a must) and what is not covered that might break.

Product Warranties
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Some dealers, usually small used car dealers, sell product
warranties. These dealers may tell customers that the product
warranties are service contracts. However, product warranties,
though they may be less expensive, may not protect you as well
as service contracts or MBlIs.

Productwarrantiesgenerallycovermanyfewerpartsthanaservice
contract or MBI policy. This is because a product warranty
(unlike service contracts) is only allowed by law to cover parts
that are in direct contact with the product or parts that are
mechanically connected to those parts. For example, a maker of
oil may warrant that if you use its oil the engine will not break,
and if the engine does break, the maker of the oil will pay for the
repair. However, the maker of the oil is not allowed to warrant
that the car stereo won't break, since a car stereo is not in direct
contact with oil, and is not mechanically connected to a part
in contact with oil. If you are thinking of buying a lubricant,
additive, fluid or treatment because of the warranty that comes
with it, it is important for you to understand the parts that will
or will not be covered by the warranty.

A product warranty may not be sold for a separate price. Instead,
the product maker must provide the warranty free of charge.

Product warranties usually limit how much you can recover for parts
that need repairs. For example, a product warranty may only pay
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a maximum of $3,000 for repair claims during the entire term of
a product warranty. Service contracts and mechanical breakdown
insurancepoliciesalsohavelimits,butthoselimitsaretypically higher.

Finally, but mostimportantly, VSCP’s are licensed and regulated
by the CDI. The CDI reviews and approves all VSCP service
contract forms. Claim payments under service contracts must
be guaranteed by an insurance company. On the other hand,
product warranty companies are not licensed by the CDI, are not
closely regulated by the CDI, and do not have to be guaranteed
byaninsurance company. Evenifaproduct warranty purportsto
bebackedbyaninsurancecompany,theinsurancecompanymany
not be licensed, financially strong, or actually back the warranty.

Can | Cancel an Automobile
Service Contract?

All service contracts are cancelable under California Civil Code
Section 1794.41. The obligor must give you a full refund of the
service contractpurchasepriceifyouhavemetall ofthefollowing
requirements:

+ Cancel the service agreement within 60 days after receiving
the contract, or 30 days if your car is used and came without
a manufacturer warranty.

- Sendyourcancellationnoticeinwritingtothe personspecified
in the contract (i.e., the dealer, VSCP, or administrator).

+ Have not filed a claim with the dealer, VSCP, or administrator.
You are entitled to a partial refund if you cancel within 60 or 30
days(whicheverisapplicable)whenyouhavealreadyfiledaclaim.

Theobligorcan calculatetherefundbased ontheelapsedtimeor
mileage, as specified in the service contract.

Automobile Service Contracts, Extended Warranties and Other Repair Agreements 23



24

You are also entitled to a partial refund if you cancel after either
60or30days (whicheverisapplicable) regardless of whetheryou
have filed a claim. The refund is based on the elapsed time or
mileageasspecifiedintheservicecontract.Theobligormayassess
a fee up to $25.00 or 10% of the premium, whichever is less.

If you find yourself in a situation where a VSCP or dealer is not
honoringthecancellationandrefundsectionsofthecontract,then
contact the insurance company listed on the service contract. If
theinsurancecompanydoesnotresolvethedispute,thencontact
the CDI.
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Some Final Reminders
About Automobile Repair
Agreements

- Obtainasample of the agreement and read it carefully before
deciding to purchase. Make sure the VSCP and backup
insurer are licensed by the CDI. If the backup insurer is a
risk retention group, and therefore not licensed by the CDI,
understand that the CDI does not regulate the finances and
claim handling of risk retention groups as closely as it does
insurance companies that are licensed in California.

- Understand what the contract covers and does not cover.
Read the “what is not covered” or “exclusions” section
very carefully.

- Compare service contracts with mechanical breakdown
insurance for cost and coverage.

« Perform all routine maintenance required by the service
contract and owner’s manual. Keep a maintenance log

and save receipts on all work performed.

- Contact the insurance company listed in the service contract
if you have problems with the VSCP or dealer denying a claim.

- File a complaint with the CDI if the insurance company
does not resolve your complaint.
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Resources

Bureau of Automotive Repair

400 R Street, Suite 5200

Sacramento, CA 95814

Phone: (916) 322-3400

Phone: (800) 952-5210

Web site: www.autorepair.ca.gov
Contactregardingcomplaintsconcerningpoorqualityautorepairs

Department of Consumer Affairs

400 R Street, Suite 2000

Sacramento, CA 95814-6200

Phone: (916) 445-1254

Phone: (800) 952-5210

Web site: www.dca.ca.gov

Contact regarding Lemon Law information

New Motor Vehicle Board

1507 21st Street, Suite 330

Sacramento, CA 95814

Phone: (916) 445-1888

Web site: www.nmvb.ca.gov

Contact regarding manufacturer new car warranties
and Lemon Law information
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Personal Notes
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Talk to Us

Do you have a question, comment or concern?
There are several ways to talk to us:

- Call our Consumer Hotline at (800) 927-HELP

« Telecommunication Device for the Deaf dial
(800) 482-4TDD

« Telephone lines are open from 8:00 AM to
5:00 PM Pacific Time, Monday through Friday,
excluding holidays

»  Write: California Department of Insurance
300 South Spring St., South Tower
Los Angeles, CA 90013

+ E-mail us through our Web site at:
WWW. insurance.ca.gov

- Visit us in person on the 9th Floor at the
address above. Office Hours: Monday through
Friday 8:00 AM to 5:00 PM Pacific Time,
excluding holidays

State of California Department of Insurance





